The difference between these factors represents the overhead
factors applied to the investments used to develop costs for
EIS.

With respect to the ongoing maintenance and operating
costs derived from book costs, the relationship of these
costs to investment in the EIS study was .1050. As shown
above, the incremental (directly assigned) factor for land
is 0 and for buildings is .0032. The difference between the
two shows the loadings on investment. Examining the
differences between fully assigned and directly assigned
factors, it is readily evident that at most, loadings for
EIS would be no more than 10 percent of investment.'’

For its special access services, a loadings factor is
developed from a ratio of recurring revenues to incremental
costs. For BellSouth’s Lightgate service filing this
ﬁethodology resulted in a loadings factor of 2.20. In other
words, maximum permissible loadings for BellSouth’'s
Lightgate service were 120 percent of direct costs.’’ 1In

Exhibit 1, BellSouth has recalculated the costs for floor

19 In fact, for all other investments, the loading
factors are considerably less than ten percent and the
administrative loading factor is only 7 percent.

30 - The factor is the number that direct costs are to
be multiplied by to obtain maximuam reasonable revenues which
would recover direct costs plus maximum reasonable
allocation of overheads. 1In order to isolate the loadings
portion only, the value 1 is subtracted froam the factor.
This result is multiplied by 100 to express to loadings
portion as a percent.
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BELLSOUTH TELECOMMUNICATIONS, INC.

1 RECURRING UNIT COST DEVELOPMENT ~
2 RATE ELEMENT SPECIFIC COSTS

VOV eWL

10

11 INVESTMENT

12 Design and Construction of Enciosure

13 Al other investments

14 ‘I’gnl (INT24 NI
13

18

17 INVESTMENT RELATED UNIT CAPITAL COSTS (applies to LN13 only)
18 Depreciation Expsnse

19 Cost of Money

20 income Tax Expense

21 Total (IN1B+LNTII+LNRD ..o

2

23 INVESTMENT RELATED UNIT OPERATING COSTS (applies 1o LN14)
24 Mainenance Expense

25 Administrative Expense

28 Ad Valorem and Other Taxes

27 Total (IN24+IN2S+IN28) ..o,

28

29 TOTAL INVESTMENT RELATED UNIT COSTS (LN21 +LN27) ..
0

31 NON-INVESTMENT RELATED UNIT COSTS ..o

k -

33 TOTAL UNIT ANNUAL COSTS (LN29+WN31) ...,
34

35 TOTAL UNIT MONTHLY COSTS (LN3X1Q)........coovcimmrnnnnes
.

37 UghtGamw Filing Recurring Revenue to incremental Cost Ratio

k|

39 Total Unit Menthly Rate using LightGate Overhead Loading (LN35*IN37)
40 Monthly Rate Filed for (Cost rounced o nearest dollan

41 Difference (LN39-LN40O)

42 % Difference (LN41/LN4O)

43

44 Overhead inchuded in E!S Filed Rate (LN40-LN3S)
45 EIS Filing Recuming Revenue to incremental Cost Ratio (LN4O/LNIS

48

Service Name:

Rate Blement

~aia -+~ rdde L. Or 3§

Aooenaix A
WORKPAPER 2
Expanded Interconnection Sernvice

Interconnection Floor Soace
- Per 100 Square Foot Moauie

$38,191.74
$17 462.78
$53.654 52
$1.160.38 §84%
$1.6368.99 9.37%
$727.48 4.17%
$3.524 .84 20.18%
$354.08 066%
$1.979.88 369%
$843.85 1.20%
2987777 5.55%
%£6.502.61 12.12%
$0.00
$8,502.61 12.12%
$541.88 1.01%
2.20
$1.192.1%
$931.00
$261.18
28.05%
$389.12
1.72



BELLSOUTH TELECOMMUNICATIONS. INC.

1 RECURRING UNIT COST DEVELOPMENT -
2 RATE ELEMENT SPECIFIC COSTS

14 TOTAL UNIT INVESTMENT

15

18

17 INVESTMENT RELATED UNIT CAPITAL COSTS
18 Depreciation Expense

19 Cost of Money

20 income Tax Expenes

21 Total (LIN1B+INISHLN2DY ...
2

23 INVESTMENT RELATED UNIT OPERATING COSTS
24 Maintenance Expense

25 Administrative Expsnse

28 Ad Valorem and Other Taxes

27 Total (LN24+IN2S+LN28) ..o

28
29 TOTAL INVESTMENT RELATED UNIT COSTS (LN21+UN2D) ..

30
31 NON-INVESTMENT RELATED UNIT COSTS ..o

2
33 TOTAL UNIT ANNUAL COSTS (LN29+LN31) ..oconmicnimicinns

M

35 TOTAL UNIT MONTHLY COSTS (LN312)....ccocerermirianaenanns

k]

37 UghtGate Filing Recuming Reveruse to Incremental Cost Ratio

k]

39 Total Unit Monthly Rate using LightGate Overhesd Loading (LN3S"LN37)
40 Monthly Rate Filed for EIS (Cost rounded to nearest dollan

41 Difference (LN39-LN40)

42 % Differsnce (LN41/IN40O)

43

44 Overhead included in EIS Filed Rate (IN40-LNJS)
48 EIS Filing Recuming Revenus 1o incremaental Cost Ratio (LN4O/LN3S
48

Exnibit 1 - Page 2 of 5
Appendix A
WORKPAPER 2A
Service Name: Expanded interconnection Semce

Rate Element Cross Connect ~ Per OS1

$292.32

$32.18
2.1
$10.07
$84.96

$2.24
$10.79
$3.51
$16.83
$81.5%9
$0.00
$81.39
$8.80
220
$14.96
$9.00
$5.96
66.20%

$2.20
1.32

1.01%
TT7%
345%

R.2%

0.80%
3.69%
120%
$.69%

27.91%

27.91%
223%



Exhibit 1 - Page 3 of 5

BELLSOUTH TELECOMMUNICATIONS. INC.

1 RECURRING UNIT COST DEVELOPMENT -
2 RATE ELEMENT SPECIFIC COSTS

CONARWNe

10

11

12

13 o

14 TOTAL UNIT INVESTMENT

15

16

17 INVESTMENT RELATED UNIT CAPITALCOSTS
18 Deprecistion Expense

19 Cost of Money

20 Income Tax Expense

21 Total (IN18+LN19+ILN20)
2

23 INVESTMENT RELATED UNIT OPERATING COSTS
24 Maintenance Expense

28 Adminisustive Expense

26 Ad Valorem and Other Taxes

27 Total (IN24+IN2S+IN2E) ..o
o

29 TOTAL INVESTMENT RELATED UNIT COSTS (IN21 +IN27) ..
X
31 NON=INVESTMENT RELATED UNIT COSTS .......cccoovcmncincnnnane

2

33 TOTAL UNIT ANNUAL COSTS (LN29+LNJ1) .o
M

35 TOTAL UNIT MONTHLY COSTS (LN33/12)......ooovcemireenianens
38

37 UghtGaw Filling Recuming Revenue 1o incremental Cost Ratio

k]

39 Total Unit Monthly Rate using LightGate Overhead Loading (LNIS*LN37)
40 Monthly Rate Filed for €IS (Cost rounded to nearest dolian

41 Difference (LN39-IN40Q)

42 % Difference (LN41/IN4D)

Q

44 Overhead inciuded in EIS Filed Rate (LN4Q-LN23S)

45 EIS Filing Recuming Revenue 1© incremental Cost Ratio (LN4O/LNIS

48

Service Name:

Rate Element

Appenaix A
WNORKPAPER 28

Expanded interconnecton Service

Cross Connect - Per 083

$2.524.51
$277 89 11 01%
$196.11 7.77%
$88.98 3.45%
$560.98 2.22%
$20.18 0.80%
$83.18 369%
$30.29 ' 20%
$143.83 5.69%
$704 .81 27 91%
$0.00
$704.81 27.9'%
$58.72 233%
2.20
$129.18
$7€.00
$53.18
69.97%
$17.28
1.29



Exhibit 1 - Page 4 of 5

BELLSOUTH TELECOMMUNICATIONS, INC.

1 RECURRING UNIT COST DEVELOPMENT -
2 RATE ELEMENT SPECIFIC COSTS

eSO wmaw

10

11

12

13

14 TOTAL UNIT INVESTMENT
18

18

17 INVESTMENT RELATED UNIT CAPITAL COSTS
18 Depreciation Expsnse

19 Cost of Money

20 Income Tax Expense

21 Towal (IN18+LN19+LN20) .
2

23 INVESTMENT RELATED UNIT OPERATING COSTS
24 Mainenance Expense

25 Administrative Expense

28 Ad Valorem and Other Taxes

27 Total (LN24+LN25+N28)

a8

29 TOTAL INVESTMENT RELATED UNIT COSTS (LN21 +(N27) ..

k ]

31 NON~INVESTMENT RELATED UNIT COSTS .......ccooinieen

2

33 TOTAL UNIT ANNUAL COSTS (LN29+WN31) ..oceciceanens
k_

35 TOTAL UNIT MONTHLY COSTS (LN3V12)...cocvrccceiemees
38

37 LightGate Filing Recuring Revenue to incremental Cost Ratio

3

39 Total Unit Monthiy Rate using LightGate Overhead Loading (LN3S*IN37)
40 Monthly Rate Filed for €IS (Cost rounded to nearest dollar)

41 Difference (LN38-LN4Q)

42 % Difference (LN41/LN40)

3

44 Overhead inciuded in EIS Filed Rate (IN40-(N35)

4S5 EIS Filing Recurming Revenue 1o incremental Cost Ratio (LN4O/LNJS)

4

Service Name:

Rate Slement

Appenax A
WCRKPAPER 2C

Expanded Interconnection Service

Qptional Back-Up AC Power

- Per Module
$6.339.58
$513.83 9.11%
$530.9¢ §.38%
$235.44 371%
$1.280.27 2019
$180.48 2.53%
$233.9 169%
$76.07 1.20%
$470.48 7.42%
$1.750.73 27.62%
$0.00
$1,7%0.73 27.62%
$145.89 2.30%
220
$320.97
$194.00
$126.97
85.45%
$43.10

1.33



Exhibit 1 - Page 5 of §

BELLSOUTH TELECOMMUNICATIONS. INC.

1 RECURRING UNIT COST DEVELOPMENT ~ Aposndix A

2 RATE ELEMENT SPECIFIC COSTS WORKPARER 20

3

4

s Service Name: Expanded interconnecton Semce

]

7 Rate Element: Qptional OC Power

8 - Per Module

9
10
1
12
13
14 TOTAL UNIT INVESTMENT $5.342.61
15
18
17 INVESTMENT RELATED UNIT CAPITAL COSTS
18 Depreciation Expense $578.62 9.12%
19 Cost of Money $495.51 7.91%
20 income Tax Expense $219.45 3.46%
21 Totad (IN18+LNTIE+INZ0) ..ot $1,293.58 20.40%
x
23 INVESTMENT RELATED UNIT OPERATING COSTS
24 Mainwenance Expense $186.41 2.94%
25 Administrative Expsnse $234.04 31.69%
28 Ad Velorem and Other Taxes $78.11 1.20%
27 Total AN24+IN2S+HLNDB) ..., $496.58 7.83%
28
29 TOTAL INVESTMENT RELATED UNIT COSTS (LN21 +IN27) .. $1.790.15 28.22%
30
31 NON~INVESTMENT RELATEDUNITCOSTS ........ccovececeee $0.00
2
33 TOTAL UNIT ANNUAL COSTS (LN29+ N3 .o $1.790.18 8.22%
M4

$149.18 2.35%

35 TOTAL UNIT MONTHLY COSTS (IN33V12)... e

k]
37 LightQaw Fiing Recuning Revenue to incremental Cost Ratic 2.20
38

39 Total Unit Monthly Rele using LightGate Overhead Loading (LN35*IN37) $328.19

40 Monthly Rate Filed for Ei8 (Cost rounded 1o nearest dolian $199.00

41 Difference (LNI39-LN4D) $129.19

42 % Differénce (LN41/LN4O) 64.92%

43

44 Overhend included in EIS Filed Rate (LN40 -~LN2S) $49.82
1.33

43 EIS Filing Recumng Revenue o incremental Cost Ratio (LN4O/IN3S
44
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Qverhead Loading (Para. 22(c) (1)

BellSouth calculates a price-ceiling ratio for Special
Access services and uses that price-ceiling ratio to insure
that a Special Access new service rate recovers no nor; than
a just and reasonable amount of overhead costs. A list of
price~ceiling ratios for DS1 and DS3 Special Access services
is at Exhibit 2 Appendix E.

BellSouth did not use the price-ceiling ratio to set
the rates in EIS and VEIS because of the unusual aspects of
the services and that they are not Price Caps services.
Rather, BellSouth used a reasonable method to determine
overheads for the EIS and VEIS offerings. Overheads were
defined as the fully assigned maintenance and administrative
expenses associated with the offerings. The methodology is
consistent across all EIS and VEIS rate eslements.

A complete list of costs, rates, overhead amounts, and
overhead ratios for all EIS and VEIS rate elements and
"functions®™ is at Appendix C. For sach account code within
a rate element, fully assigned maintenance and
administrative expenses vere determined and included in the
fully assigned costs (App. C, Col. b). These fully assigned
maintenance and administrative expenses are the overheads.
The rate (App. C, Col. c) was determined by rounding the
fully assigned cost. The amount of overhead resulting from
rounding is indicated in Column f of Appendix C. The total

overhead amount is indicated in Appendix C, Column e.
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With the exception of ongoing maintenance and operating

expenses associated with the central office floor space and
associated land for the floor space for the enclosed
collocation module, EIS Interconnection Floor Space - fcr
100 Square Foot Module, and the VEIS Floor Space - Per
Square Foot, BellSouth used incremental fully assigned
maintenance and administrative expense factors to calculate
maintenance and administrative sxpenses in the fully
assigned cost calculation. For the ongoing maintenance and
operating expense of the floor space, BellSouth developed
expenses, including direct salaries and salary loadings, per
assignable square foot based on book costs for the 12 month
period from December 1, 1991, through November 30, 1992.
The book costs were used to determine these operating
expenses because an appropriate fully assigned factor was
not available. Expanded Interconnection is the first
service where land and buildings are service offerings, not
just loadings. Directly assigned factors were used in all
cases to calculate the direct cost (App. C, Col. 4).

The difference betveen the fully assigned and directly

assigned factors are as follows:

-30~



PART 32 ACCOUNT MAINTENANCE ~  ADMINISTRATION

2232 . 0137 .0683
2212 .0289 . 0683
2211 . 0230 .0653
2111 .0000 .0681
2121 . 0005 .0683

This difference represents the overhead factors applied to
the investments used to develop costs.

With respect to the ongoing maintenance and operating
costs derived from the bocks, the relationship of these
costs to investment is as follows.

EIS Interconnection Floor Space

Operating Cost

Fully Assigned Directly
Assigned
investment 3 of Investment 3 of Investment
$7546 .1050 .0032
EIS Interconnection Floor Space "Function®
‘ Operating Cost
Pully Assigned Directly
Assigned
Investaent 3 of Investment 3 of Investment
$7546 .1050 . 0032
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YEIS Floor Space Per Square Foot

Operating Cost

Fully Assigned Directly
Assigned
lnvestment 3 of Investment @ % of Investment
$75.46 .1050 .0032

The difference between .1050 and .0032 is .1018 and
represents the overhead factor applied to the investment for
the floor space occupied by the interconnector.

The overhead ratios for EIS on a per rate elevent range
from 1.29 to 1.72 and for VEIS range from 1.29 to 1.81. On
a per "function®™ the overhead ratios range from 1.29 to 2.02
for EIS and 1.29 to 1.81 for VEIS. If the floor space rate
elements, for which operating expenses were calculated from
the books, are excluded the range for EIS per rate clcnoht
is 1.29 to 1.33 and pﬁr "function® is 1.29 to 1.35. The
range for VEIS per rate element and "function® is 1.29 to
1.35.

By assuming demand for EIS and VEIS and the overhead
ratio is calculated on a service basis as BellSouth’s price-
ceiling ratios are calculated, the EIS overhead ratio is
1.41 and the VEIS overhead ratio is 1.34. These calculation
are included in Appendix D. The price-ceiling ratios for
BellSouth DS1 and DS3 services range from 1.14 for
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SMARTRiNgG™ 49/72 Month to 2.20 for SMARTRing™ Month-to-
Month. The price-ceiling ratio for DS1 is 2.69, DS3 is
1.91, and for DS1 and DS3 combined is 2.41. These price-
ceiling ratios are shown in Appendix E.!

The difference between DS1 and DS3 ratios are a product
of several factors. As a preliminary matter, however, there
is no a priori reason that they should be the same. To the
contrary, under price cap regqulation it is reascnable to
expect these types of ratios to differ among services.
Indeed, a primary purpose of price cap regulation is to
provide incentives for local exchange carriers to become
more efficient. Efficiency, however, is not merely limited
to cost control but also extends to pricing efficiency.
Within the price cap constraints, one of BellSouth’s
objectives is to efficiently price its services to reflect
the marketplace. As such, it is resasonable to expect
price/cost variations among services.

The variation between the DS1 and DS3 ratios reflects
several considerations. Pirst, it reflects to a certain
extent price/cost relationship for these services that
existed prior to price cap regulation. Since price cap
regulation, BellSouth has endeavored to reflect in its

pricing current cost trends. Another factor is market

1 ]

i BellSouth filed term rates for DS1 services
earlier in 1993. At this time, only about nine circuits
have converted to a term plan. BellSouth plans to revise
its term rates within the next few weeks and will submit
price/cost ratios with the filing.
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conditions. 1In order to take into account parket
considerations, BellSouth, in pricing its services, must
reflect customer needs and expectations. Finally, BellSouth
integrates and balances all of these factors to ausur; that
its services offerings are priced sc as to maximize their
contribution to meeting revenue targets.

Comparing the ratios contained in Appendices C, D and E
shows that whether Expanded Interconnection is analyzed by
rate element, "function®™, or service the overhead ratios are
well within the range of overhead ratios for other DS1 and
DS3 services. Indeed, for the most part overhead ratios for
DS1 and DS3 services exceed those associated with expanded
interconnection.

Expanded Interconnection is the only Special Access
service, in which BellSouth provides land and buildings as
an offering. Therefore, ir EIS and VEIS land and buildings
are not General Support Facilities. The land and buildings
investments included in BellSouth’s EIS and VEIS offerings
are associated vith expanded interconnection and no other
service offering. In particular, the interconnector
enclosure would not be constructed if EIS was not offered
and the 100 square feet of floor space enclosed cannot be
used by BellSouth to provide or support another service
while occupied by an interconnector. Therefore, BellSouth

should recover the costs (capital and operating) associated
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with the land and buildings used to provide Expanded
Interconnection from the cost-causer, the interconnectors.:

BellSouth has demonstrated here that the loadings added
<o direct costs represent a reasonable contribution to4joint
and common costs. There is no basis to excuse
interconnectors from contributing to the recovery of these
costs.

The rates from special access services also make a
contribution to joint and common costs. The Commission’s
price cap plan has established a sharing mechanism which
limits BellSouth’s earnings. This mechanism agsu:res that
BollSouth does not over-recover its costs. There is no
adjustmsent, however, that is necessary to existing special
access rates or to the expanded interconnection cost study
to prevent double recovery of costs. The Commission’s
concern with double recovery is risplaced. Such a concern
is relevant only in a revenue requirements/rate of return
regulatory environment. Price cap regulation has replaced
that rate of return regulation. It would be nothing less
than arbitrary to attempt to overlay a revenue requirement
analysis over special access rates and ratemaking. The only

relevant issue here is the cost development for expanded

2 The same statement can be made concerning the
application fee and service order processing charges for EIS
and VEIS. If the services vere not offered, BellSouth would
not incur the costs associated wvith these functions.
Therefore, the interconnectors should pay for these costs.
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interconnection services. BellSouth has shown its cost
development for these services is just and reasonable.

The rate for each EIS and VEIS element was established
to equal direct cost plus some reasonable amount of
overheads. BellSouth included only overheads associated
wvith maintenance and administration and used investment as
an allocator. Only the investment associated with EIS and
VEIS vere used to determine these overheads.

For the floor space, the maintenance was calculated
from the books so0 only maintenance expenses associated with
the specific central office buildings and land are included
vhere interconnectors have expressed an interest to
interconnect. These costs are on a per assignable square
foot, so the interconnector is only charged for the
maintenance of the square feet the interconnector uses. For
the other rate elements, the maintenance was calculated by
applying a factor to the investment associated with
providing the service.

The adainistrative expense factors assign expenses
categorized as administrative ovarheads across telephone
products and services on the basis of investments. EIS and
VEIS are services. Therefore, the administrative expense
associated wvith them vas calculated by applying the
administrative factor to the investments. Again, only the

investment used for interconnection was included.



Exnidn 2

Appenadix C
Page 10t 2
EXPANDED INTERCONNECTION SERVICE
Result of
Fully Directly Total Rounding
investment Related | Assigned Assigned . Overhead | Overhead (Overhead .
Rate Element Cost | Rate Cost Amount |  Amount . Rastio
(a) (b) , (c) (d) |_(emc-d) . (tac-b) (g=c/d)
Space Const. Charge \l : | ’ ;
- per 100 Sq. Ft. Module | $51,652.87| $51,680.00| 351,852.87 $7.13| $7.13, 1.00/
-~ Const. Provisioning $148.29 $149.00/ $148.29 $0.71 $0.71/ 100
~ inter. Spectfic Const. $229.00 $229.00| $229.00 $0.00 $0.00/ 1.00|
~ Secunty installation ‘ $199.06 $200.00 | $199.06 $0.94 $0.94 ! 100
~ Pantition Total $576.35 $578.00 | $576.38 $1.65 $1.65! 1.00!
'Interconnection Floor | | §
'Space 1 $930.72 $931.00 $541.88 $389.12 $0.28 1.72)
' = DC Power Generation $198.76 $198.90 $149.16 $49.74 $0.14 | 1.33]
| - Fioor Space $824.38 $624.50 ! $309.43 $315.07 $0.12 2.02
| = Entrance Facilty Space $107.50 $107.601 $83.12 $24.48 $0.10 1.29
! = Pantition Total $930.64 $931.00: $541.71 $389.29 $0.36 1.72
Cross~Connect per DS1 $8.79 $9.00 $8.80 $2.20 $0.21 1.32
‘ - 0S'1 Cross-Connection |
| Cabie & Cadie Suppor $6.77 $8.90 $5.23 $1.67 $0.13 1.32
f - Terrmination Equipment $0.48 $0.50 $0.37 $0.13 $0.02 1.38
|- D81 Cross-Connection
| Equipment $1.54 $1.60 $1.19 $0.41 $0.08 1.34
| = Parttion Total $8.79 $9.00 $6.79 $2.21 $0.21| 1.33)
' 1 ;
Cross~ Connect per DS3 $75.93 $76.00| $58.72 $17.28 $0.07 1.29]
- DS3 Cross~-Connection
Cabie & Cable Support $680.37 $80.40 $48.68 $13.72 $0.03 1.29
- Termination Equipment $3.10 $3.10 $2.39 $0.71 $0.00 1.30|
- D83 Cross - Connection
Equipment $12.48 $12.50 $0.63 $2.87 $0.04 1.30
-~ Partition Total $75.93 $78.00 $88.70 $17.20 $0.07 1.29
|
Back-~-up AC Power
- per Module $193.41 $194.00 $145.89 $48.11 $0.59 1.33
| .
. Additional DC Power
| -~ per Moduie $188.77 $199.00 $149.18 $49.82 $0.23 1.33

Note: Unpartioned Rate Elements are in boid.
Partitioned Fuynctions are italicized.



Exhibit 2

Appengix C
Page 2 of 2
VIRTUAL EXPANDED INTERCONNECTION SERVICE
‘ ‘ ~ Result of
| Fully Directty | Totat . Rounding
Investment Related ' Assigned Assigned | Overnead | Overhead 'Overhead
Rats Element [ Cost % Rate Cost Amount | Amount ' Ratio
(a) 1 (b) (€) () (omc-d) ' (tmc-b) (g=c/d)
Cable Support Structure $14.78 $15.00: $11.41 $3.59 $0.24 1.31
| |
Cross-Connect per DS1 | $8.79 $9.00' $6.80 $2.20 $0.21. 1.32:
- DS1 Cross~Connection | ‘
Cable & Cabie Support $8.77 $6.90 $5.23 $1.67 $0.13; 132!
~ Termination Equipment l $0.48| $0.50 $0.37 $0.13 $0.02 | 138
- OS1 Cross~Connection | §
Equipment $1.54 $1.60/ $1.19 $0.49 $0.06 1.34
- Parntion Total | $8.79 $9.00° $6.79 $2.21 $0.21 1.33;
| Cross—Connect per DS3 $75.93 $76.00 ! $58.72 $17.28 $0.07 1.29
! = D83 Cross-Connection
| Cabie & Cabie Support $60.37 $60.40 | $46.68 $13.72 $0.03 1.29
| = Termination Equipment $3.10 $3.10 $2.39 $0.71 $0.00 1.30
| - DS3 Cross-Connection
| Equioment $12.46 $12.50 | $9.63 $2.87 $0.04 1.30
- Partition Total $75.93 $76.00! $58.70 $17.30 $0.07 1.29
Floor Space ~- per 8q. Ft. $4.19 SS.OOL $2.7¢ $2.24 $0.81 1.81 5
Floor Space ~ per Amp $3.98 $4.00 __$2.98 $1.02 $0.02 1.34;

Note: Unpartioned Rate Elements are in bold.

Partitioned Functions are Ralicized.



Exhibit 2
Appendix E
Page 1 of 1

PRICE~-CEILING (OVERHEAD) RATIO CALCULATION
BELLSOUTH DS1 AND DS3 SERVICES

Total H
Incremental Total ! Overhead
Service Cost Revenue ‘ Ratio E
| (a) (b) ‘ (c) . (d=c/b)
DSt $47,546,584 ! $128,089,035 2.69
DS3 $26,898,998 i $51,300,457 1.91
LIGHTGATE $26,044,425  $50,255,722 1.93
LIGHTGATE MTH-TO-MTH $25,071,771 $48,712,952 1.94
LIGHTGATE 24/48 MTH $959.674 $1,520,430 1.58
LIGHTGATE 49/72 MTH $12,980 $22,340 1.72
LIGHTGATE 73/96 MTH $0 $0 -
SMARTRING $854,573 $1,044,735 1.22
SMARTRING MTH~-TO-MTH $11,474 $25,240 2.20
SMARTRING 24/48 MTH $134,172 $196,290 1.46
SMARTRING 49/72 MTH $257,803 $293,590 1.14
SMARTRING 73/96 MTH $451,124 $529,615 1.17
DS1 AND DS3 $74,445,582| $179,389,492 2.41
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BellSouth Telecommunications Inc. ("BellSouth) hereby
submits its Reply to the Oppositions to BellSouth's Direct
Case.

Pa:rties filing oppositions in this investigation have
followed quite a predictable pattern. The greatest
specificity that can be found in the oppositions consists of
recitations by the parties of various provisions or rates
for expanded interconnection. The recitations are then
followed by the observation that particular provisions and
rates differ among LECs. Many times, they conclude by
urging the Commission to adopt one of the tariff provisions
or rates.

Such oppositions are far from compelling. The broad
allegations which characterize so many of the oppositions
can hardly be viewed to undermine BellSouth's Direct Case.
In lieu of analysis, the parties state preferences.

A tariff investigation is not a popularity contest.
Its purpose is to determine whether a tariff's provisions

and rates are lawful under the Communications Act. The



expenses included in the Application Fee and Space
Preparatlon charges These capltallzed cCosts are recovered
in the nonrecurring space construc<ion charge. Under the
partitioned functions set forth i: cthe Designation Order,
they are identified under the construction provisioning
function and not the interconnector-specific construction
function where the other space construction capital costs
appear.

The service order related expenses are reflected in the
Application Fee and Space Preparation charges. 1In Exhibit 2
of its Direct Case, BellSouth summarized the nonrecurring
work activities that underlle the service order related
nonrecurring charges.® As pointed out in the Direct Case,
all of the work functions, work times and associated labor
rates were provided as supporting information with the
Expanded Interconnection Service tariff filing.’
Accordingly, BellSouth has provided all of the information
necessary to evaluate the reasonableness of its nonrecurring
charges.

Issye: Overhead Loadings

: The LECs have failed to establish that the
overhead loadings for collocation services do not exceed
those used for competitive DS1 and DS3 services. (ALTS at
17=21)

: ALTS is simply incorrect that BellSouth has not
provided sufficient information. In its Direct Case,
BellSouth included information for its DS1 service and DS3
services (including term plans) that showed that the
overhead loadings reflected in its DS1 and DS3 rates exceed
the loading factors uscd to compute the expanded
interconnection charges.' As these data show, the overhead

s BellSouth Direct Case, Exhibit 2 at 16-19.

? See BellSouth Transmittal No. 92 (Feb. 16, 1993)
Appendix A, Workpapers 3, 3A, 3B, 3C, 3D, 3E and 3F. For
Virtual Expanded Interconnection Service the same
information was included with Transmittal No. 119 (June 14,
1993) Appendix A, Workpapers 3, 3A, 3B and 3C.

s See BellSouth Direct Case, Exhibit 2 at 29-36. At
that time BellSouth did not include overhead loading
associated with term plans for DS1 because BellSouth was

about to revise the DS1 term rates. BellSouth indicated
(continued...)



ratios for BellSouth's competitive DS1 and DS3 services
exceed the overhead loadings reflected in the expanded
interconnection rates.

ALTS appears to reach its erroneous conclusion by
assuming that different cost bases are used to calculate the
overhead ratio for BellSouth's competitive services on the
one hand and for expanded interconnection on the other. To
the contrary, overhead lcadings in both instances are
measured by identifying the incremental cost (j.e., directly
assigned cost) of the service. The amount the rate is above
the incremental (directly assigned) cost reflects the
overhead loading.

ALTS confuses the method used to establish the
interconnection rates with the measure of overheads. For
expanded interconnection, the rates were established by
using fully assigned factors and applying those factors to
the investments.

For BellSouth's special access services, ratemaking
reflects numerous considerations including market
conditions. Nevertheless, the actual overhead loadings
reflected in the rates of these competitive services exceed
those reflected in the fully assigned cost factors used for
expanded interconnection.

H ost [

Allegatjon: The factor used to reflect the cost of money is
excessive. (MFS at 2-4; MCI at 9-10).

Response: BellSouth employs a forward-looking cost of money
factor in developing its cost of service. This forward-
looking cost of money represents BellSouth's estimate of an
investor's expectation of the return he will receive on his
investment. In order to insure that BellSouth can continue
to attract investor generated capital, BellSouth must meet
or exceed this return expectation.

The cost of money is just one component of an annual
cost factor. Like other annual cost factor components, the

'(...continued)
revised overhead ratios would be submitted with the tariff
filing. The tariff filing was made on August 31, 1993 under
Transmittal No. 140. BellSouth resubmits here all of its
overhead ratios for its DS1 and DS3 services as Attachment

2.



Attachment 2

PRICE—-CEILING (OVERHEAD) RATIO CALCULATION
BELLSOUTH DS1 AND DS3 SERVICES

Total
Incremental Total Overhead
Service Cost Revenue Ratio
(a) (b) (c) (d=c/b)

Proposed DS1 $48,115,267.96  $126,407,307.00 2.63
Proposed DS1 MTH-TO—-MTH . $33,221,881  $85,739,511 258
Proposed DS1 ACP Contract Plan A | $11,444,376.82 $31,507,596.00° 2.75
Proposed DS1 ACP Contract Plan B |  $3,424,939.48|  $9,116,100.00' 2.66
Proposed DSt CSPP Contract Plan A ‘ $8,748.58 $17,580.00 2.01
| Proposed DS1 CSPP Contract Plan B 315.322.081 326,520.00‘ 1.73
DS3 ; $26,898,998 $51,300,457" 1.91
LIGHTGATE  §26044425|  $50,255,722 1.93
‘ LIGHTGATE MTH—TO—MTH $25.071,771|  $48,712,952 .94
'UIGHTGATE 24/48 MTH $950,674|  $1520430 1.58
i LIGHTGATE 49/72 MTH $12,980 $22,340 1.72
' LIGHTGATE 73/96 MTH $0 $0. -

’ SMARTRING $854,573 $1,044,735/ 1.22
' SMARTRING MTH-TO-MTH $11.474|  $25240 2.20
: SMARTRING 24/48 MTH $134,172 $196,290 1.46
{ SMARTRING 49/72 MTH $257,803 $293,590 1.14
' SMARTRING 73/96 MTH $451,124 $529,615 1.17
los1 AND DS3 $75.014,266 $177.707,764 2.37




